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DIRECTORS’ REPORT 


To The Shareholders: 


Your directors present herewith a Consolidated Balance Sheet, Statement of 
Income and Retained Earnings, Statement of Source and Application of Funds for 
Ponder Oils Ltd., and its wholly-owned subsidiaries — Universal Printers Ltd. and 
Discovery Inc. — for the year ended December 31, 1973. The net income from 
operations after providing for taxes amounted to $75,437.00 (2.7c per share) as 
compared to $91,116.00 (3.4c per share) for 1972. Our cash flow increased to 
11.6c from 10.8c in 1972. 


Ponder Oils Ltd. maintained its 12.06 per cent interest in the Coutts-Moulton 
“A” Unit in Southern Alberta. This unit has been producing at a satisfactory rate 
of over 100,000 barrels per year and as of this date our income will increase due 
to the drilling of an additional well and providing larger capacity equipment. 


An agreement has been entered into whereby Ponder will retain an interest 
with no further expenditure on the petroleum exploration concession of 4,200,000 
acres in the County of Lesotho located in Southern Africa. 


Exploration for oil and gas on this concession has begun and drilling is 
expected to begin during the third quarter. 


In 1971 Discovery Inc. purchased a one-sixteenth lease interest in a drilling 
block of 5,600 acres in the vicinity of Sale Ranch, Sprayberry-Dean producing 
area in Martin County, Texas. The drilling program consisted of 37 locations, 3 
of which were drilled and put into production in the latter 1971. In 1972, 16 
producers were drilled and in 1973 we completed 15 producers. We are now 
drilling the remaining 3 wells. 


During 1973 Ponder negotiated a 10% working interest in approximately 
20 sections in Southern Alberta (Waite Valley). To date one well has been 
drilled with gas showings. A program for this field is anticipated for late 1974. 


The Company owns an overriding royalty interest under a block of 4,080 
acres in Eddy County, New Mexico, which offsets the Belco No. 3 James Unit, an 
important Pennsylvanian gas discovery. Drilling on this royalty should begin in 
1974. 


Universal Printers Ltd. experienced a drop in earning in 1973. Our paper- 
back division was subjected to a lengthy paper mill strike that severely affected 
profits. With respect to the commercial division, it was felt that more capacity 
was necessary to satisfy the market served and a new 10 unit web offset press was 
ordered late in the year and installed early in 1974. 


Both plants are now operating efficiently and sales for both divisions are cur- 
rently ahead of last year. The long term outlook is bright. 


The Directors take pleasure in recording their appreciation for the efforts of 
the employees during the past year. 


You are urged to attend the shareholders meeting on June 20, 1974, but if 
unable to do so, please sign and return the enclosed proxy. 


For the Board of Directors, 


E. Nissen, 
President 
Calgary, Alberta, 
May 28, 1974. 
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APPROVED BY THE BOARD: 
E. NISSER, Director 
W. L. FALCONER, Director 
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To the Shareholders of Ponder Oils Ltd. 
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1973 
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30,327 
39,260 
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977,867 
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Consolidat 


We have examined the consolidated balance sheet of Ponder Oils Ltd. and its 
subsidiaries as at December 31, 1973 and the consolidated statements of income and 
retained earnings and source and application of funds for the year then ended. Our 
examination included a general review of the accounting procedures and such tests of 
accounting records and other supporting evidence as we considered necessary in the 


circumstances. 
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CONTINGENT LIABILITIES AND COMMITMENTS 
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SHAREHOLDERS’ EQUITY 


SHARE CAPITAL (Note 6): 


Issued— 

8,334 6% cumulative redeemable 
preferred shares of $100 each 
(purchased by a subsidiary company ) 
(authorized — 15,000 shares) 

2,744,700 common shares of 50c each 
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Subject to our inability to express an opinion as to the value of the excess of pur- 
chase price over book value of subsidiary in 1960, referred to in Note 2, in our opinion 
these consolidated financial statements present fairly the financial position of the com- 
panies as at December 31, 1973 and the results of their operations and the source and 
application of their funds for the year then ended, in accordance with generally ac- 
cepted accounting principles applied on a basis consistent with that of the preceding 


year. 


Calgary, Alberta 
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PONDER OILS LID. 


(AND WHOLLY-OWNED SUBSIDIARIES ) 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
DECEMBER 31, 1973 


1. ACCOUNTING PRINCIPLES: 

The consolidated financial statements include the accounts of Ponder Oils Ltd. and its wholly-owned 
subsidiaries, Universal Printers Ltd. and Discovery, Inc. Both Ponder Oils Ltd. and Discovery, Inc., com- 
panies engaged in oil exploration, capitalize the costs of productive oil and gas properties and write off dry 
hole costs and lease rental payments as incurred. The costs of producing properties are written off by dep- 
letion charges on the unit of production method. Buildings, plant and equipment, including equipment on 
producing wells, are depreciated over their useful lives. 

Certain reclassifications have been made in the 1972 comparative figures to be consistent with the 1973 
presentation. 


2. EXCESS OF PURCHASE PRICE: 
None of the excess of purchase prive over book value in 1960 has been amortized against earnings of 
the subsidiary since acquisition. Current earnings do not support a valuation of goodwill in this amount. 


3. BANK LOANS: 
The bank loans are secured by a chattel mortgage covering equipment and by general assignments of 
book debts and oil reserves; in addition, the Company has pledged with the bank the shares of a subsidiary 
and the preferred shares of the Company held by a subsidiary. 


4. LONG-TERM DEBT: 
Long-term debt, of a subsidiary company, consists of the following: 

First Mortgage Bond, Series A, repayable Current Long-term 
in quarterly principal instalments of 
$15,000 plus interest at 1242% — secured 
by mortgage on equipment and certain 
land and Wouildinigs i. teehee ese eee eee ee $ 60,000 $ 30,000 

Mortgage, assumed on purchase of land 
and building during 1971, payable 
in monthly instalments of $1,385 
WNCLUGING sintETESEAtH7:[o Weed eset ee een ean ete ae 7,094 134,138 


$67,094 

5. INCOME TAXES: —- 

Universal Printers Ltd. follows income tax allocation accounting whereby the income tax provision is 

based on reported income and the difference between the provision and the income taxes currently payable is 

deferred to future periods. In addition, Ponder Oils Ltd. and Discovery, Inc. have unclaimed drilling and 

exploration costs and accumulated losses of prior years aggregating $725,000 which may be deducted from 
future taxable income. 


6. SHARE CAPITAL: 

As at December 31, 1973, options were outstanding entitling officers of the Company to purchase 
100,000 common shares at a price of 60c per share on or before February 11, 1976. A further 26,000 
common shares were reserved for issuance under employees’ stock option plans, and subsequent to December 
31, 1973 an additional 520,00 shares were reserved under the terms of the issuance of convertible debentures 
(Note 9). 

Preferred shares are redeemable at $105 per share plus cumulative dividends. As at December 31, 
1973, dividends owed to a subsidiary company on preferred shares were in arrears $250,020. 


7. COMMITMENTS: 

(a) The Company has a contract for consulting services requiring payments of $12,000 in each of the 
years 1974 to 1980. 

(b) During the year, Universal Printers Ltd. entered into a purchase contract for the acquisition of 
new printing equipment costing $280,000 on which deposits of $11,600 had been made by Dec- 
ember 31, 1973. 

(c) Universal Printers Ltd. is committed to a lease which expires in 1981 with renewal options of up to 
an additional 25 years, for plant facilities, requiring annual rental payments of $39,500. 


8. CONTINGENT LIABILITIES: 


A subsidiary company is contingently liable for repayment of up to $73,240 if it fails to meet the condi- 
tions attached to a grant received from the Government of Canada. 


9. SUBSEQUENT EVENT: 

Subsequent to December 31, 1973, the Company issued 934% unsecured convertible debentures totalling 
$260,000, maturing January 31, 1979, to two officers who are directors of the Company. These debentures are 
convertible at the option of the holder into paid up common shares of the Company. The conversion rate for 
each $100 principal is as follows: 


(a) 200 shares to January 31, 1977; 
(b) 167 shares to January 31, 1978; and 
(c) 120 shares to January 31, 1979. 
10. Remuneration of directors and officers for the year — $102,093 (1972 — $107,660). 
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PONDER OILS LTD. 


(AND WHOLLY-OWNED SUBSIDIARIES) 


Consolidated Statement of Income and Retained Earnings 


Year ended December 31 


1973 
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1972 
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152,677 


51,986 
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4,024,884 
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PONDER OILS LTD. 


(AND WHOLLY-OWNED SUBSIDIARIES) 


Consolidated Statement of Source and Application of Funds 


Year ended December 31 


1973 
SOURCE OF FUNDS: 
Operations— 
Netrincome stor thes yeat 1 eeu eee a ete ter pt | 
Add: Expenses not requiring an outlay 
of funds— 
Depreciation, depletion and amortization .................. 243,190 
Drysholesandjabandoned leases... 5.0 ec 21195 
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322,820 
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341,463 
APPLICATION OF FUNDS: 
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Mortgagewprincipalagpayments’ # sey ee ee 67,094 
412,999 
Decreasean: working..capital; ) ee 2h ere miei 71,536 
Workin capital, Desinmine Ol: Vc at mere meer eye ee tes 264,848 
Workingscapital wend*ok year 2 eer No S 193s302 


1972 
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32,200 
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$ 264,848 


